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An Economist’s Diagnosis 

In the course of a lecture on the economic depression, 
given at Teachers College, Columbia University, on April 
22, Rexford S. Tugwell, professor of economics in the 
university said: 

“It is a mistake to suppose that economists do not know 
what causes depressions or how to avoid them. They 
have enough knowledge to generalize from. The dif- 
ficulty is that they think the cure might be worse than 
the disease—or at least they have a shrewd notion that no 
Western people would swallow the medicine they might 
be forced to prescribe. Consequently they either do not 
prescribe or they content themselves with suggesting palli- 
atives. Economists, in other words, are not entrusted with 
power. No one pays much attention to what they say. 
There is a vast difference between casual or even careful 
analysis of haphazard laissez faire institutions, and the 
description of a desirable policy which is going to be given 
effect. 

“The general cause of insecurity and periodical stagna- 
tion lies in the nature of laissez faire. The principle of 
organization in this system is the private initiation of 
enterprise for the pursuit of profits. The logical antithesis 
of this is a system which is managed, in which private 
initiative is subordinated to a charted scheme of produc- 
tion, and in which profits are abandoned for other forms 
of remuneration. Such a system possesses the possibility 
of escape from the deplorable features of contemporary 
industrialism; for this reason it has become an ardently 
advocated panacea. This possibility is not imaginary; it 
is real. And if escape from insecurity is what we most 
want, a carefully articulated regime of this sort is what 
we ought to work for. There are, however, comparative- 
ly few people who really want it and for obvious reasons : 
it requires a wholesale abandonment of privilege, a com- 
plete change of motive and discipline.” 

Even if the inevitability of periodic depressions should 
be accepted, said Prof. Tugwell, “that is no reason for 
allowing the incidence of distress to fall so heavily on 
the workers as it does now; and farmers ought not to 
be required to bear the outrageous burdens they have so 
frequently staggered under. There is, in other words, 
nothing inherent in laissez faire, as we understand it, 
which requires the fortunate folk of society whose in- 
comes are sufficient for their needs in any case, to manipu- 
late legislation in such ways as to escape most of the 
penalties involved in the working of a system which is 
maintained to support their functions and to protect their 
privileges. .. . Only in emergencies, when fright is in the 


air, are some few concessions wrung from a reluctant 
governing group. Seldom in our history have our institu- 
tions seemed more generally in jeopardy than they did 
from August to October in 1931; yet the net result of 
business men’s panic, then, was, on the one hand, rejec- 
tion of adequate and centralized aid for the unemployed, 
and on the other, the commitment of a generous share of 
the government’s resources to a bolstering of doubtful 
financial institutions. Our public policy during this de- 
pression has been outrageously partial and consistently 
short-sighted. It has been shaped, also, in direct con- 
travention of economists’ advice. In no single instance, of 
which I am aware, has any item of official policy been 
supported by the opinion of experts. They usually do 
not agree among themselves any more than other experts 
do; but this instance has been exceptional—there has been 
a remarkably consistent, practically unanimous, running 
comment of condemnation directed at the policies of the 
administration.” 


In spite of his sharply drawn indictment of the present 
regime, Professor Tugwell does not see any more reason 
for fundamental pessimism than for fundamental opti- 
mism concerning the future. “We shall emerge from our 
present distress, perhaps, if we do the right things. But 
there is no cyclical law which dictates that presently we 
must be up because now we are down. What has been 
offered by the administration and by business leaders, so 
far, will not be of the slightest assistance; in fact their 
policies rather handicap recovery. But other things are 
being done in less spectacular fashion by consumers and 
business men everywhere which, though they are not 
planned and coordinated as they should be if there were 
statesmanship available, will doubtless before long set us 
back upon the road we were travelling before we slipped. 
The name of this process is ‘deflation.’ Each of us is de- 
flating his consumption, learning to live again within an 
income which is not inflated by installment credit; busi- 
nesses are learning reluctantly to charge honest prices and 
to be content with a producer’s rather than a speculator’s 
profit ; amateurs are learning to leave alone the tempting 
gambling devices in Wall Street ; executives are learning 
to make decisions in offices quite innocent of Queen Anne 
furniture and Ming vases; workers are learning again 
what it is to do an honest day’s work. A thousand proc- 
esses of readjustment, all of which might come within the 
definition of deflation, are going on all about us. After a 
little it may have gone sufficiently far so that solid bottom 
will have been reached. Then, if we do again as we have 
done before, we shall start to inflate again, to expand, to 
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dream rosy speculative dreams, until we are awakened 
with another jolt. This is how these things happen... . 

“We shall not have become very civilized until we 
have really done something toward the insuring of stability 
on a higher level, even than our brief periods of prosperity 
have provided. But, for the effort to attain such a goal 
as this, new attitudes and disciplines are required. It is 
a comparatively primitive impulse which directs escape 
from hardship; it is a highly developed one which sub- 
stitutes for this the achieving of a rich and rounded 
civilization.” 

Professor Tugwell outlined a six-point program though 
recognizing that part of it may be impossible at this late 
date—which the depression called for: 

“1. Strenuous opposition to the reduction of levels of 
wages. 

“2. Equally strenuous measures to force down retail 
prices until the fall of their index equalled the fall in the 
index of wholesale prices. 

“3. Organized federal relief: a vast expansion of pub- 
lic works coupled with outdoor relief on a family basis. 

“4. The securing of funds to meet the expense in- 
volved by drastic income and inheritance taxes, avoiding 
sales taxes, which only tend to raise prices and further 
restrict buying. 

“5. The avoidance of budgetary deficits and monetary 
inflation. 

“6. The taking over by the government of any neces- 
sary enterprises which refuse to function when their 
profits are absorbed by taxation.” 


A Plan for Abolishing Unemployment 


A program for the abolition of unemployment outlined 
by Frank D. Graham, professor of economics, Princeton 
University, is offered as “a challenge to business men.” 

He says: ‘The impression is spreading that our busi- 
ness men are a group of Micawbers; that business is 
adrift because we have incompetent pilots. This impres- 
sion can be confirmed or dispelled.” He insists that 
“whatever the strength of our belief in rugged individual- 
ism,” only “at our own peril” can capital equipment be 
allowed “to remain idle while men who would gladly work 
it are prevented by impersonal, cruel and eliminable forces 
from providing for their own sustenance and that of their 
families.” 

Although he thinks that “no ‘plan’ short of that now in 
effect in Russia would prove more than mildly efficacious 
in preventing business depression” and insists that the 
system of laissez faire and competition cannot be relied 
upon to correct evils which are “monstrous,” he regards 
freedom of enterprise as “a precious possession not light- 
ly to be thrown away.” Furthermore, “from the social as 
well as the individual point of view, there are worse things 
in this world than profits, and one of them is losses.” But 
when “profits over a wide range of industries turn into 
losses we are bound, under present conditions, to have 
unemployment” and “though unemployment . . . is origin- 
ally a result of declining profits there is no doubt what- 
ever that it presently becomes the predominant cause in 
deepening and prolonging depressions and in further re- 
ducing profits.” 

This vicious circle must be broken by eliminating un- 
employment and this can be done by organization and 
methods which will set the unemployed to work “pro- 
viding for each other's consumption.” Prof. Graham asks, 
“What, but inertia, is to prevent a federation of Ameri- 
can industries under the auspices of the National Chamber 


of Commerce, the National Industrial Conference Board, 
or the federal government, setting up an emergency pro- 
ductive organization to put unemployed workers at the 
jobs for which they are equipped, and an associated 
emergency distributive organization to deliver to these 
workers the goods they turn out? Such organization 
should, and could, make neither profits nor losses but 
would simply pay its own way. The production of the 
otherwise unemployed would interfere not at all with 
the production of those who, in any case, would be at 
work. A man without income can consume only at the 
bounty of someone else, and the latter, to make the gift, 
must forego something of what he could otherwise him- 
self have consumed. Production by the otherwise un- 
employed for each other’s needs would, therefore, have 
no effect whatever in narrowing the market for the goods 
produced by the workers fortunate enough to retain a 
regular job. On the contrary, so far as the otherwise 
unemployed were working in plants which would, under 
present conditions, be much below capacity, markets 
would be distinctly enlarged by reason of the lower 
costs, and prices, which would apply to all production in 
such plants. 

“The organization of such production and distribution 
presents difficulties—by no means insuperable—but where 
is the boasted ‘genius for organization’ of our business 
men if it bogs down before this task?” 

As a suggestion of the form which organization and 
procedure should take to enable the unemployed to pro- 
vide for themselves the following is outlined : 

“(1) The whole system of pecuniary relationships cur- 
rent in the business world should be accepted as the basis 
of transactions. ... 

“(2) Workers of different types should receive the 
same relative rewards as they would receive in a regu- 
lar job. Their absolute pay, however, would depend 
upon the physical output of the organization as a whole. 
All wage payments would be made not in money but in 
fundible consumption-certificates which would represent 
undivided shares of the total output available for wages 
for the period to which the certificates applied. Real 
wages, and actual payments, would thus be automatically 
adjusted to real output. The various goods in the dis- 
tributive agencies would be ‘priced’ at the same relative 
amounts as identical goods in the ordinary marts of 
commerce. 

“(3) The unit for the ‘certificate’ should probably be 
the value-equivalent of an hour’s unskilled labor. This 
need not, however, be designated in the certificate which 
would simply provide purchasing power over a flexible 
volume and value of goods dependent entirely upon the 
total dollar value of the goods produced by, and attribut- 
able to, the workers concerned. 

“(4) When the organization was in operation, a cer- 
tain volume of certificates would have been paid out in 
wages in the course of a week. The production, in that 
week, of goods available for the workers’ consumption 
would also be known, and would, for accounting pur- 
poses, be valued and summed up at the prices current in 
ordinary markets. The dollar purchasing power of each 
certificate-unit would then be determined by simple divi- 
sion of the total dollar value of the available production 
of the week by the number of certificate-units paid out 
in that week. It would be a matter of indifference whether 
goods were priced in dollars or in certificate-units, 

“(5) In order to insure rapid disposal of all the final 
goods on hand, and especially to move any temporary 
excess of certain goods for which demand was weak, the 
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certificates should be dated and should be subject to a 1 
per cent decline in purchasing power for every week of 
their life. They would, of course, be extinguished by 
their use to make purchases. The worker-buyer would 
have free choice ot what he should buy and would, in- 
deed, purchase from the emergency organization, with 
his certificates, in the same manner in which goods are 
now bought at retail stores for money.” 

(6) lf some goods were demanded in greater volume 
than others, (7) the slowly moving goods would be “a 
signpost pointing in the direction which production should 
take.’ (8) “Private industry” could be relied upon to 
“absorb or disgorge workers from and to the emergency 
organization.” (9) the emergency organization would 
pay a “contractual rental” for the use of productive equip- 
ment and facilities for distribution. (1U) These rentals 
could be paid by the sale either of “earner’s certificates” 
or by products. The receivers of the products “would 
have the selling organization appropriate to their conver- 
sion into cash.” (11) “Payments for such raw materials 
as could not be provided by workers in the emergency or- 
ganization, especially for raw materials of foreign origin, 
would have to be made in cash,” which the management of 
the emergency organization would obtain by selling ‘‘con- 
sumption certificates.” (12) Workers who could not be 
employed at their old trades in the construction industry 
would have to be trained to new tasks. (13) The same 
might be necessary for workers whose output is sold 
abroad. (14) As soon as business picked up workers 
would be drawn away from the emergency organization 
but “a skeleton organization should always be maintained 
ready for expansion when the need arises.” This “skeleton 
organization” might be used continuously if in the future 
as in the past we are to have from 1,500,000 to 2,500,000 
unemployed in so-called prosperous times. 

Professor Graham regards the proposals outlined as 
“essential to the continuous functioning of a modern 
capitalistic economy.” To those who think his proposals 
“promise too much” he points out that “no competent 
economist holds that unemployment is irremediable and 
all agree that there is no inherent reason why we should 
not, year in and year out, produce at the full capacity of 
our population and resources. Failure to do so is con- 
clusive evidence of defective organization. The absurdity 
of distress arising from ‘excessive’ power to produce is a 
stock subject of comment. The absurdity of men starv- 
ing for lack of goods which they would fain produce but 
for which, owing to some mysterious spell, they cannot 
contrive the necessary organization, is just as patent... . 


“*Profits’ can be justified only by their works, and 
when, among their works, we find such disasters as now 
affect us, it would be surprising if workers, driven to 
despair, should not sooner or later resolve to swap a 
gamble on prosperity for the certainty of maintenance. 
li they do so they will not be impressed by the inevit- 
ability of gradualness. It is here that such menace as bol- 
shevism offers to capitalistic institutions surely lies. For 
whatever the sins of the bolshevists, the Russians are at 
least coping with an evil which ranks with war as the 
greatest blot on capitalistic society. If they are even 
moderately successful their example will not be lost on 
the rest of the world. We shall no doubt stumble through 
the present depression, whether or not we take any real 
steps to combat it, but the present depression will, by no 
means, be the last of its general kind. It can, however, 
be the last in which general unemployment will have been 
present.” 
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Muskegon Factories Experiment 


In Muskegon, Michigan, the managers of 40 factories 
have decided upon a new plan of operation to relieve un- 
employment. Under the leadership of L. C. Walker, 
president of the Shaw-Walker Company, who devised the 
plan, they are operating their plants three days a week 
and adding workers until the numbers employed equal 
the working forces of normal years. According to the 
Business Week (New York) for April 6, 1932, plants 
operating more than three days a week will add workers 
until three days’ operation will meet production require- 
ments. “When operation with a normal working force 
at normal capacity for three days a week fails to meet 
market demands, a plant may adopt a longer work week.” 
It is estimated that the plan will increase employment 
21 per cent and ease the city’s relief problem. 

Obviously, the workers who have been employed more 
than three days a week will take a loss in earnings unless 
business improves rapidly. However, Mr. Walker be- 
lieves that many good results can be derived from the 
plan, particularly when it is applied widely throughout the 
economic system. When business begins to decrease at 
the close of a so-called period of prosperity he believes 
that the working forces in each plant should be held 
intact. Instead of laying off some of the workers a plant 
should operate with a full working force for the number 
of hours or days per week which will fill the orders 
scheduled. Assuming that a concern has built as efficient 
a working force as possible, employment of the entire 
force enables it to produce at the lowest possible cost. 
This is highly important during a period of falling prices. 

The least skilled and lowest paid workers are usually 
laid off first and their duties are taken over by workers 
capable of more skilled labor. If it is necessary to cut 
production 10 per cent the working force cannot be cut 
proportionately without greatly disorganizing the produc- 
tive process. Taking workers from familiar tasks and 
placing them at new jobs generally results in loss of pro- 
duction and increases costs. Supervision costs are in- 
creased when foremen and superintendents have fewer 
workers in charge. Mr. Walker believes that these diffi- 
culties are avoided and costs are kept low if the full 
working force is retained and the plant’s operating time 
is decreased. 

When a plant must work less than six days a week, the 
salaried workers as well as the wage workers should not 
receive payment for idle days, Mr. Walker believes. This 
further reduces the cost of production. Furthermore, 
complete shut-down for part of the week of a plant re- 
duces many items of overhead costs. 

The psychological and social aspects of the plan are 
important. If every salaried and wage worker knows that 
he is to have an equal share of available employment, 
fear of insecurity is reduced and the morale of the work- 
ing force is maintained. This will have important economic 
and social consequences. The needs of the workers con- 
stitute the bulk of the demand for goods supplied by the 
whole economic system. Thus their purchasing power, 
whatever it is, when spread over all who have regular 
jobs, is the chief factor making for a balance between pro- 
duction and consumption. Those who have the larger in- 
comes and who are fortunate enough to have jobs tend to 
overemphasize savings because they fear the loss of their 
jobs or cuts in their wages and salaries. This decreases 
the demand for commodities at the very time that markets 
and prices are declining. Mr. Walker believes that wage 
rates and salaries should not be cut because it must be 
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kept in mind throughout the whole economic system that 
wage and salaried workers are consumers as well as 
producers. Furthermore, dividing up equally available 
employment would call attention in a striking way to the 
fact that the chief function of the economic system is to 
provide everybody who is willing and able to work with 
the best possible living; “whether the industrial machine 
works two days a week, or three days, or five and one- 
half days, makes no special difference. Only—it should 
work for all of us, not for just a special lucky group.” 3 

Obviously, Mr. Walker’s plan, if applied throughout 
the economic system would greatly relieve the distress 
which arises as the result of unemployment. The relief 
problem would be reduced to a minimum. However, it 
is also obvious that it leaves untouched the larger problem 
of distributing income among wage workers, salaried 
workers and property owners in a way to reduce the 
swing of the business cycle from prosperity to depression 
by bringing about a better coordination of production and 
consumption. 


Back To Real Values In County Life 


Three comprehensive articles in regard to very recent 
developments among the farm population appear in the 
Country Gentleman (Philadelphia) for April. They are 
all written by persons who have traveled widely. 

E. H. Taylor writes on “Bedrock Thinking.” He insists 
that the real values of country life are coming back. He 
believes that a more self-provident type of farming and 
living is emerging. “Jazz is dead.” There is prevalent the 
opinion that the curricula of schools must be simplified and 
costs of education reduced. 

“Good Black Soil” by Harry R. O’Brien deals specifi- 
cally with the attitudes of farmers in the corn belt. In the 
towns and cities he was told that no farm land was selling 
except at foreclosure sales and the farmers would all sell 
out if they could and get away. On interviewing farmers 
he found that the majority of those who are losing their 
farms are those who bought at inflated prices and who now 
cannot keep up their interest and taxes; that the majority 
of farmers have no intention of selling their land. There 
are numerous illustrations of persons who have gone back 
to farming and who are able to start with land values low 
and with comparatively small indebtedness. There seems 
to be the greatest demand for the comparatively small 
farms in the corn belt. 

“Sons of retired farmers who have lost their jobs in 
town have been coming back during the past year. .. . 
Hundreds of houses, formerly abandoned,” are now 
occupied. 

The agitation of Minnesota farmers for tax reduction, 
particularly of county and local levies, is described by 
Malcolm C. Cutting. At the end of 1931, 71 of the 87 
counties of the state had taxpayers’ associations. Formal 
petitions have been made to county officers requesting tax 
reduction. In Jackson County, 500 farmers marched to the 
courthouse and secured a total reduction of $129,000 in 
local taxes. A small number of counties have had these 
organized demonstrations. From 200 to 2,000 farmers in 
each county marched to the courthouse, demanding and 
securing tax reductions. The county taxpayers’ associa- 


1L. C. Walker, Distributed Leisure, New York, Century Co., 
1931. $2.25. p. 225. Reviewed in INrorMATION Service, for 
April 30, 1932. 


tions do not advocate organized demonstrations unless all 
other means fail. “Everywhere, particularly among the 
farmers, the demand for salary reduction was loud and 
persistent. . . . Allied with the salary campaign was a con- 
certed drive against the special county services — the 
county agricultural agent, home demonstration agent, 
county nurse and weed inspectors. In many counties this 
fight transcended every other issue.” Valiant defenses have 
been made of the agricultural extension service. The 
argument that has had the most effect with farmers is that 
the elimination of extension workers would mean a dis- 
continuance of the “4-H” (head, hand, health, heart), 
club work among boys and girls. 

It is predicted by Mr. Cutting that if economic condi- 
tions fail to improve, the tax reduction campaign of 1931 
was mild in comparison with the one that is in store for 


the year 1932. 
Wages of Federal Civil Employes 


The agitation for cuts in the salaries of federal civil 
employes is based on the assumption that it would be an 
important item in balancing the budget. The data made 
public by the Bureau of the Budget indicate that the 
assumption is erroneous. 

There are 124,678 employes who receive less than 
$1,000 per year and 433,356 who receive $1,000 and less 
than $2,200. This total (558,034) constitutes over 76 
per cent of the total number of employes (732,460). 
There are 169,690 employes who receive $2,200 and less 
than $5.000. Of these, 125,931, or nearly three-fourths 
of this group, receive less than $2,700. This group is 
composed of scientific and professional employes of long 
experience—key people—upon whom the country depends 
for collecting and auditing federal revenues, for inspec- 
tional services, and for the enforcement of a great variety 
of statutes pertaining to immigration, naturalization, cus- 
toms, health, food and drug inspection, narcotic control, 
etc. There are 4,736 employes who receive $5,000 and 
over. This group includes cabinet officers, assistant secre- 
taries, bureau chiefs and a small number of scientists 
who stand high in their professions. 

The most frequently advocated cut of 10 per cent of 
the total salary bill ($1,055,970,636) would amount to 
$105,597,063, or 2.6 per cent of the total expenditures 
($3,988,872,886) in 1930. Such a cut would bear most 
heavily on the low salaried groups and these constitute 
76 per cent of the total. The standard of living of those 
receiving less than $1,000 and those receiving between 
$1,000 and $2,200 is already low. A cut of 10 per cent on 
those receiving between $2,200 and $5,000 would only 
amount to $32,429,716, or .8 of one per cent of the budget, 
and a cut of 10 per cent on those receiving $5,000 and 
over would amount to $1,451,979 or .03 of one per cent 
of the budget. 

The disproportionate burden which a flat rate cut would 
place on the low salaried workers and the negligible sav- 
ing a cut on the higher salaried groups would effect 
raise very serious questions of policy. The difficulties in 
government service of enlisting the types of persons 
needed, maintaining morale, getting the most efficient 
service for money spent, and providing opportunities for 
advancement comparable to those in private employment 
raises in the minds of many the question whether other 
sources of economy should not be found. 


Printed in U. S. A. 


s0 
M 
Bu 
H 
ot! 
pa 
Ce 
ve 
af 
nt 
ta 
ti 
in 
fe 
g 
h 
e 
g 
( 
1 
1 


